
 
 

 
 

 
 
 
 

 
 

 
The Effect of Monetary Policy on the Performance of 

Commercial Jordanian Banks 
 
 
 

 
 

 
 

May / 2013

 





  

 

 

 

 



  

 

 

 

 

 

 

 
 

 



  

 
  
  
  
  
  
  
  

  

  
3  
4  
5  
6  
7  

  

  
  
  
  
  
  
  

  



  

  

  
  

  
  

  

  
  
  
  
  
  

  
   
  
 Variance Inflation Factor  (VIF) )  
 Pooled Data Analysis   

 



  

VIF 

VIF

 

 

 



  

 

              
    

M2

Pooled Data

M2

M2



 1 

 

 

 

 

 

 

 

 

 

 



 2 

      
   



 3 

  Money Creation



 4 

1



 5 

M2 



 6 

M2



 7 

 
 
 
 
 
 
 
 
 



 8 

 

 

 
 

 
 

 
 

 
 

 

 

 

 



 9 

 

  
          

         1929  
          

           
          

       
 .

         

Expansionary Monetary Policy



 10 

Contractionary Monetary Policy



 11 

   
             

       

Friedman,1959:p.29)

335 ))  Johnson, 1962 :p. 

Shaw,1973: p. 65 )



 12 

    
     

King, 2000)  
    

.
 

Adam & Pesenti,2011 .  



 13 

    

Friedman, 1968 )



 14 

Driffill et al., 2005

 

 
Types of Monetary Policy

 Expansionary Monetary Policy   

Eastburn & Hoskins, 1978 

Engelhardt, 2012 



 15 

2Contractionary Monetary Policy

Romer 

& Romer, 1989 

Tools of Monetary Policy 

Open Market Operations



 16 

Akhtar,1997

Discount Rate

Waud,1970



 17 

 

 
 

Reserve RatioRequired  

 Weiner,1992



 18 

 

 

     



 19 

 

 



 20 

 

 



 21 

Onoh, 2007

Lateef,2004



 22 

Harun et al., 2005

    

Stevenson , 2002

Uchendu, 1993 

    

Nwezeaku & Akujuobi, 2010



 23 

 

Al-

2012

Haugland & Vilkoren, 2006 



 24 

, 2002Borio & Lowe



 25 

 

 

 

 
 

 
 

 
 



 26 

 



 27 

)VARVector Auto Regression ( 

 

,Daradkah(



 28 

) (

Dickey-Fuller



 29 

 

 

     2008Al-Yahia, 

 (Data Envelopment Analysis (DEA))



 30 

 

 



 31 

,2003Ioannidou

Panel Data

DataTime SeriesCross Sectional Data

 

 

 (Amidu ,2006)



 32 

Rao, 2006

 

     Okoye and Udeh, 2009



 33 

MultipleRgression

 

 

Nwezeakku and Akujuobi, 2010

Ordinary Least Square



 34 

Heuvel, 2012

Panel Data Analsis

 Cross Sectional Data Time Series Data

-M1

 

 

)Altunbas et al., 2012(



 35 

, 2012Ajayi & Atanda

Engle-Granger Two Step Co-integration Approach

Multiple Regression

CBN



 36 

 



 37 

 



 38 

 

11



 39 

Performance of Commercial Banks

 

Horne et al., 2005

 
Return on Asset : ROA: 

Dahmash et al., 2012

Besley & Brigham , 2008

(Daradkah 2005, Peterson & Schoeman 2008, Nikitins & 

Tjurins 2011) . 



 40 

Return on Equity : ROE  

Dworken, 1993Ross et al., 2005

(Return on Asset) 
Financial Levarage  

 Dworken 

1993,Daradkah 2005, Peterson & Schoeman 2008 & Nikitins & 

Tjurins 2011) .  

  

 

: M2 The Broad Definition of Money: 

       

      M : Money Supply . 

     M1 :  Narrow Definition of Money 

        = Demand Deposits + Currency in the hands of the puplic

M2 = M1+ Saving Deposits 



 41 

   
M2

 

     (Amidu 2006, Okoye & Udeh 

2009, Heuvel 2012)
 M2 . 

Discount Rate : DR 

 

Roley & Troll 1984, Rao 2006, Nwezeakku & Akujuobi 2010)

DR

 



 42 

 Reserve Ratio : RDRequired 

(Weiner 1992, Okoye & 

Udeh  2009, Nwezeaku & Akujuobi 2010, Ajayi & Atanda 2012)

RD

 

i  

t



 43 

Performance it= ° + 1 M2 it + 2 DR it + 3 RD it +  it

                           

Performance

M2

RD

DR

 

M2



 44 

Panel Data Analysis

Cross Sectional Data

Time Series Data

Individual & Time Effects

Fixed-Effect

Random-EffectPooled 
Data

 

6 

M2



 45 

STATA

Descriptive Test Mean

 Standard DeviationMin Max

 

Variance Inflation Factor (VIF

MulticollenearityVIF

 
> 10VIFGujarati, 2003 

Bresusch-Pagan Test

 Heteroskedasticity) Prob > Chi2 = 0.05 
 Robust OLS Regression

Heteroskedasticity 

 
Lagrange Multiplier Test ( LM )

Pooled Data Analysis Panel 

Data AnalysisFixed-Effect 

Model Random-Effect Model



 46 

Pooled Data AnalysisOrdinary 

Least Square

 individual & time effect existno

 

Y =a + bX +e 

Panel Data Analysis:

Fixed-Effect Model

Random-Effect Model

 

( 1 ) Y =a + b X +e 

( 2 ) Y = a + u + b X +e 

( 3 ) e = u + v 

 



 47 

 

 

 

Variance Inflation Factor (VIF) )   

 54 Pooled Data Analysis 

 

 

 

 

 



 48 

     Variance 

Inflation Factor  ( VIF )
Multicollenearity

Heteroskasiticity

Breusch- Pagan Test)

Lagranage Multiplier Test

Pooled Data 

Analysis Panel Data Analysis

Fixed-Effect Model Random-Effect Model

Mean

Standard DeviationMaxMin



 49 

MaxMinStd.DevMeanVariables

4.98- 5.480.881.08Return on Asset

39.92- 10.176.6410.63Return on Equity

24,100 m4,480 m6,170 m11,000 mMoney Supply M2

( million )
 

0.090.020.010.06Discount Rate

0.070.030.010.05Required Ratio

 

ROA)



 50 

 

ROE

M211,000 m6,170 m 

4,480 m24,100

m

DR%6 

0.01)%2.5%9 



 51 

RD %5

 0.01 %3   %7)

 

 

VIFVariance Inflation Factor

Multicollenearity

Gujarati,2003

Multicollenearity

VIFVariance Inflation Factor

> 10VIF

Gujarati,2003

    Multicollenearity

VIF

ROA

ROEVIF 
Multicollenearity 



 52 

    VIFVariance Inflation Factor

ROA

VIFVariance Inflation Factor

ROE 

VIFROA 

1/VIFVIFVariables

0.681.46L1.

0.313.21Log M2

0.283.45Discount Rate

0.333Required Ratio

3.46Mean VIF 

VIF

 



 53 

VIFROE 

1/VIFVIFVariables

L1.

Log M2

Discount Rate

Required Ratio

Mean VIF 

VIF

 

     Error Term

Bresusch-Pagan Test 

Heteroskedasticity)
 Prob > Chi2 = 

0.04  Robust OLS Regression

Heteroskedasticity 

 Prob > Chi2 = 0.14 



 54 

Pooled Data Analysis

     Pooled Data Analysis

Lagrange Multiplier Test ( LM ))

Fixed-Effect Model

Random-Effect Model Pooled Data Analysis 

 Pooled Data AnalysisPanel Data Analysis

Lagrange Multiplier Test ( LM )) Chi2

ROA

ROE 
 Individual & Time Effect

 Pooled Data Analysis  



 55 

ROA

Prob. Coef.Variables

0.20 4.58 Constant 

0.00*0.42L1.

0.37-0.28Log M2

0.07 0.09Discount Rate

0.190.07Required Ratio

%R_sq 

21.74F_statics 

0.00*Prob. 
   

L1

L1

L1



 56 

M2

M2 

 ( Ehrmann et al., 2001)
M2 

Daradkeh 2005, Amidu 2006, Okoye & Udeh 

2009, Heauvel 2012  

   

Roley & 

Troll 1984



 57 

Rao 2006, Nwezeaku & Akujuobi 2010

 

Okoye & Udeh 2009, 

Ajayi & Atanda 2012 

& Akujuobi 2010Nwezeaku

   R_sq

  Prob of F



 58 

ROE

Prob. Coef.Variables

0.00* 14.61 Constant 

0.04*0.29L1.

0.00*-11.99Log M2

0.03*1.06Discount Rate

0.230.57Required Ratio

25.95%R_sq 

10.72F_statics 

0.00* Prob. 
  

 

5

L1

L1

L1



 59 

M2

M2

 

 (Ehrmann et al., 2001)
M2 

Daradkeh 2005, Amidu 2006, 

Okoye & Udeh 2009, Heauvel 2012 
 

Rao 2006, Nwezeaku & Akujuobi  2010



 60 

Roley & 

Troll 1984

Okoye & Udeh 2009, 

Ajayi & Atanda 2012 

Akujuobi & Nwezeaku 2010

R_sq



 61 

Prob of F

M2

ROA 
DR

ROA 
RD

ROA 



 62 

M2

 

DR

 
RD



 63 

 

 



 64 

 

 

 

 



 65 

 

 

 

http:// www.cbj.gov.jo   

 

 

 

 

. 

 



 66 

 

 

 

 

 

 

 

 

 



 67 

http://www.exchange.jo/ar/company_guide/financial 

http://www.abj.org.jo 

 

 

 

 

 

 

 

 



 68 

 

Adam, C., and Pesenti, P., 2011.  Monetary Policy in Developing Countries, 

Workshop in London, October  22, 2011. 

Ajayi, F. And Atanda, A., 2012. Monetary Policy and Bank Performance in 

Nigeria: A Two_ Step Co_integration Approach. African Journal of 

Scientific Research, Vol. 9, No. 1, ISSN 2220_9433. 

Akhtar, M. A., 1997. Understanding Open Market Operation. Federal 

Reserve Bank of New York . 

., 2012. The Role of Corporate Governance on the Reduction of 

the Global Financial Crisis Implications: Evidence From Banking Sector of 

Jordan. International Journal of Business and Management, Vol.7, No.5, 

March (2012). 

Altunbas, Y., Gambacorta, L., and D. Lbanez, 2012. Do Bank Characteristics 

Influence the Effect of Monetary Policy on Bank Risk?. Working Paper 

Series, No.1427/March 2012.  

AL-Yahia, M., 2008. The Performance of Jordanian Islamic Banks in 

Comparison with Commercial Banks During (2000-2006). Master Thesis, 

Yarmouk University, Irbid, Jordan. 

Amidu, M., 2006. The Link Between Monetary Policy and Banks Lending 

Behavior : The Ghanaian Case. Banks and Banks Systems, Vol. 1, Issue 4. 

Besley, S., and Brigham, E., 2008. Essential of Managerial Finance, Thomson 

Learning Inc, 14th ED. 



 69 

Borio, C.,  and Lowe, P., 2002. Asset Prices, Financial and Monetary Stability: 

Exploring the Nexus. Bank of International Settlements. Working Paper, No. 

114 . 

Dahmash, F., Al_Nu

Between the ROA, ROE and ROI Ratios with Jordanian Insurance Public 

Companies Market Share Prices. International Journal of Humanities and 

Social Science, Vol.2, No.11, June 2012 . 

Daradkah, D., 2005. The 

Performance : A Case Study of Jordanian Commercial. Master Thesis, 

Yarmouk University, Irbid, Jordan . 

Driffill, J., Rotondi, Z., Savona, P., and Zazzara, C., 2005. Monetary Policy 

and Financial Stability : What Role for the Future Market? . Journal of 

Financial Stability, 2(2006), 95_112 . 

Dworken, J., 1993. Rules of Engagement (ROA) for Humanitarian 

Intervention and Low Intensity Conflict : Lessons from Restore Hope. 

Center for Naval Analysis (703) 824_2107, CRM 93_120/ October/1993. 

Eastburn, D., and Hoskins, W., 1978. The Influence of Monetary Policy on 

Commercial Banking. Federal Reserve Bank of Philadelphia Business Review, 

ISSN 0007_7011 . 

Engelhardt, L., 2012. Expansionary Monetary Policy and Decreasing 

Entrepreneurial Quality. The Quarterly Journal of Austrian Economics, Vol. 

15, No. 2 . 



 70 

Friedman,  M.,  1959. A Program for Monetary Stability.  New York : 

Fordham University Press . 

Friedman, M., 1968. The Role of Monetary Policy. The American Economic 

Review, Vol. 58, No 1, pp. 1_17 . 

Gujarati, D.N., 2003. Basic Econometrics Fourth Edition, Irwin/McGraw_Hill: 

New York. 

Harun, S., Hassan, k., and T. Zaher., 2005. Effect of Monetary Policy on 

Commercial Banks Across Different Business Conditions. Multinational 

Finance Journal, Vol. 9, No. 1/2 , pp. 101_130 . 

Haugland, K., and Vikoren, B., 2006. Financial Stability and Monetary Policy _ 

Theory and Practice. Economic Bulletin 1/06 . 

Heuvel, S., 2012. Banking Condition and Effects of Monetary Policy : 

Evidence from U.S States. The B.E. Journal of Macroeconomics, Vol. 12, 

Iss.2, article 5. 

in Bank Supervision? . Journal of Financial Intermediation, 14(2005), 58_85. 

Johnson, H., 1962. Monetary Theory and Policy.  Economic Review, Vol . LII. 

No. 3, P .335. Reprinted in his Essays in Monetary Economics (Ed) George 

Allen and Unwin, London, 1969, pp.15. 

King, R., 2000. The New IS_LM Model : Language, Logic, and Limits. Federal 

Reserve Bank of Richmond. Economic Quarterly, Vol. 86. No. 3 : 45_103. 



 71 

Nigeria. Master Thesis in Business Administration, Federal University of 

Technology, Akure . 

Nikitins, A., and Tjurins, R., 2011. An empirical Study of Abnormal Return on 

Stock and Operating Performance as A Result of Acquisition in Banking 

Industry.  MSC in Finance and International Business . 

Nwezeaku, N., and Akujuobi, A., 2010. Monetary Policy and Bank 

Performance: The Nigerian Experience. Interdisciplinary Journal of 

Contemporary Research in Business, Vol. 1, No. 12 . 

Okoye, E., and Udeh, F., 2009. Monetary Policy and Corporate Profitability in 

the Banking Sector. Journal of the Management Sciences, Vol. 9, No. 2, 

ISSN 1118_6828 . 

External. Abai Astra Meridan Publishers . 

Petersen, M., and Schoeman, L., 2008. Modeling of Banking Profit Via 

Return_on_Assets and Return_on_Equity. Proceedings of the World 

Congress on Engineering, Vol. 2, London . 

 Impact on the Profitability of Banks In 

India. International Business and Economic Research Journal, Vol. 5, No. 3 . 

Roley, V., and Troll, R., 1984. The Impact of Discount Rate Changes on 

Market Interest Rate. American Economic Review, 27_39 . 



 72 

Romer, C., and Romer, D., 1989. Does Monetary Policy Matter? A New Test in 

the Spirit of Freidman and Schwartz. In NBER Macroeconomics Annual 4, 

121_170 . 

Ross, S., Westerfield, R., and J. Jaffe., 2005. Corporate Finance. MC 

Graw_Hill Inc., 7th ED . 

Shaw, G.K.,1973. An Introduction to the Theory of Macroeconomic Policy, 

Macmillan, pp. 65. 

Stevenson, S., 2002. The Sensitivity of European Bank Stocks to German 

Interest Rate Changes. Multinational Finance Journal, 6:223_249 . 

Uchendu, O., 1993. Interest Rate Policy, Saving and Investment in Nigeria. 

CBN Quartly Review, 31(1), pp. 34_52 . 

Waud, R., 1970. Public Interpretation of Federal Reserve Discount Rate 

Changes : Evidence on the Announcement Effect. Econometrica 38, 231_250. 

Weiner, S., 1992. The Changing Role of Reserve Requirements in Monetary 

Policy. Economic Review, Fourth Quarter . 

 

 

 

 

 

 

 



 73 

 

/

/



 74 

 

/



 75 

Abstract 

 The Effect of Monetary Policy on the 

Performance of Commercial Jordanian Banks, Master Thesis at 

Yarmouk University, 2013. 

                    Supervisor : Prof. Ali Magableh 

                                  Dr. Ziad Zurigat 

The purpose of this study is to find out the impact of monetary policy on the 

performance of commercial Jordanian banks listed on Amman Stock Exchange 

during the period between (1993_2011). For this purpose, we used two alternative 

proxies for the performance of commercial banks: return on asset ratio and return 

on equity ratio with three tools of monetary policy : the broad money supply (M2), 

discount rate and required reserve ratio. Pooled data analysis was used for 11 

commercial Jordanian banks. The study found that using return on asset leads to t 

no significant relationship between the performance of commercial banks and each 

of the money supply (M2), discount rate and required reserve ratio. Moreover,  

when return on equity is used, there is a negative relationship between the 

performance of commercial banks with money supply (M2), but there are a positive 

relationship between discount rate and commercial Jordanian banks performance. 

One of the most important recommendations is that there is a need to focus on 

the most important monetary policy tools with a direct impact to improve the 

performance of the commercial banks in Jordan.


